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About Tree Island 
Wire Income Fund 


Launched on November 12, 2002, 
Tree Island Wire Income Fund 

has an effective 75% ownership 
of Tree Island Industries Ltd. 


Units of the Fund trade on 
The Toronto Stock Exchange 
under the symbol TIL.UN 


About Tree Island 
Industries Ltd. 


Headquartered in Richmond, 
British Columbia, Tree Island 
Industries Ltd. (Tree Island) is 
one of North America’s largest 
producers of wire and fabricated 
wire products. The Company’s 
principal products include nails, 
bright wire, stainless steel wire, 
galvanized wire, stucco reinforcing, 
fence and other fabricated wire 
products. These are all made from 
wire rod sourced from a variety of 
producers around the world, and 
serve specific market segments, 
primarily in the Western United 
States and Western Canada. 


Tree Island’s operating 
divisions include: 


Tree Island 

K-Lath 

Advanced Wire Technology (AWT) 
Halsteel Inc. 


Industrial Wire Products 
Corporation (IWP) 
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ADVANCED WIRE TECHNOLOGY 


INYO 


Industrial Wire Products Corp. 
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PERFORMANCE HIGHLIGHTS 


¢ Generated $1.444 per unit of distributable cash and declared 
distributions of $20.96 million 


¢ Held product sales volumes steady, achieving EBITDA of $37.9 million 
and net income of $13.0 million ($0.79 per unit) despite challenging 


market conditions 


FINANCIAL RESULTS 


($000's except per unit amounts) 2003 
Net Revenue $ 299,100 
Income before provisions for income tax 11,907 
Income tax recovery 11,745 
Non Controlling Interest (10,621) 
Net income 13,031 
Basic and diluted net income per unit $ 0.79 


Distributable cash 


- Unitholders 23,733 
- Non Controlling Interest 7,911 
- Total 31,644 


Distributions declared 


- Unitholders 20,960 
Distributable cash generated per unit Ss 1.444 
Cash distributed per unit $ 1.275 
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TO OUR UNITHOLDERS 


W. are pleased to report that Tree Island Wire Income Fund exceeded 
expectations in our first full year as an income trust. 


For the 12 months ended December 31, 2003, we generated distributable 

cash of $1.444 per unit, $0.17 ahead of our annual target of $1.275 per unit. 
Of this, $1.048 per unit was generated by operations, while $0.395 per unit 
was the result of gains on foreign exchange conversion activities. We also held 
our product volumes steady, achieving EBITDA of $37.9 million and net earnings 
of $13.0 million. 


These were satisfying achievements, particularly in light of the challenges we 
faced. Throughout most of 2003, a weak North American economy reduced 
demand for wire products in the commercial construction, manufacturing and 
agriculture sectors. Competition, meanwhile, was increasing with a number of 
offshore producers becoming more active in the North American market during 
the year. 


The strengthening Canadian dollar put additional pressure on our business. 
With about 80% of our sales in the United States, a stronger Canadian dollar 
affects the profitability of our US product sales, and reduces the value of 
earnings generated by our US operations. Over time, this impact is largely 
neutralized because we also buy raw materials in US dollars, but it takes 
several months for this natural hedge to take effect. 


We were also affected by the rising price of steel, which was driven up by the 
high cost of metallic input, principally scrap steel. This increased the cost of 
wire rod, which is our primary raw material. Historically, higher wire rod prices 
have not had a major impact on our business because we have been able to 
pass along cost increases by raising our prices. This was not the case in 2003. 
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The combination of weak economic conditions, together with increased 
competition from offshore producers, made it difficult to pass along the full 
cost increase without risking our market share. 


RISING TO THE CHALLENGE 


Our ability to maintain sales volumes and achieve strong profits in 
these market conditions highlights Tree Island’s operating strengths and 
competitive advantages: 


e We are well diversified, serving a wide range of customer sectors and a 
number of different geographic regions. This diversification helped us take 
advantage of sectors and regions that remained strong in 2003, such as the 
residential construction market in the Western United States and Canada. 


e We can compete effectively. Tree Island is a respected market leader with 
a reputation for high-quality products and excellent customer service. 


e We are positioned close to customers and we maintain highly efficient 
distribution capabilities. We were able to respond to customers who moved 
to just-in-time inventory practices in response to the year’s weak economic 


conditions. 


e Our operations are efficient and becoming more so all the time. During 2003, 
we completed the integration of Halsteel, the US collated nail manufacturer we 
acquired in 2001. A final step of the integration was closing Halsteel’s Atlanta 
facility in the fourth quarter, and consolidating operations at Halsteel’s more 
efficient facility in California. Profit contribution from our Halsteel operation has 
increased significantly as a result of these actions. Elsewhere, we continued to 
lower conversion costs and reduce SG&A expenses with significant gains made 
at our AWT, K-Lath and IWP divisions. 


03 Tree Island Wire Income Fund | 2003 


Together, these strengths and operational initiatives helped us overcome the 
challenges of 2003, and deliver strong, stable results for our unitholders. 


LOOKING AHEAD 


Looking forward into 2004, overall economic conditions affecting our business 
are improving. Demand for wire products is climbing and competition has 
decreased with offshore producers again focusing on their home markets. 
While wire rod prices are continuing to climb, strong demand for our products 
is enabling us to raise product prices to reflect the higher costs. 


We will remain focused on ensuring we can source sufficient raw materials 

to meet customer demand for our products. We believe our long-term relation- 
Ships with our wire rod suppliers and our ability to source material from around 
the world position us to respond effectively to the current situation. 


At the close of a challenging but ultimately successful year, we thank you, 
our unitholders, for your confidence in Tree Island and Tree Island Wire Income 
Fund. We look forward to rewarding your confidence in us again in 2004. 


i Vike 


Roderick R. Senft Theodore A. Leja 
Chairman and Trustee President and Chief Executive Officer 
Tree Island Wire Income Fund Tree Island Industries Ltd. 


Trustee 
Tree Island Wire Income Fund 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


As of March 12, 2004. 


(in thousands of dollars, except per unit amounts) 


The following is a discussion of the financial 
condition and results of operations of Tree Island 
Wire Income Fund. As this is the first full year of 
operations since the Fund’s inception, information 
from prior periods is unavailable for comparison. 
Where relevant, information on the prior operating 
performance of Tree Island Industries Ltd. (Tree 
Island) is provided on a proforma basis. 


FUND OVERVIEW 


The Fund was launched on November 12, 2002, 
with the completion of an Initial Public Offering 

of 16,438,800 trust units. Net proceeds of 

$153 million from the issue were used to acquire 

a 75% interest in Tree Island. The holders of the 
remaining 25% interest (the non-controlling interest) 
have the right to exchange their interest for 
5,479,600 units of the Fund, on or after July 1, 
2004. The Fund’s performance depends on the 
performance of Tree Island. 


Tree Island K-Lath 


ABOUT TREE ISLAND INDUSTRIES 


Tree Island is one of North America’s largest 
producers of wire and fabricated wire products, 
including nails, bright wire, stainless steel wire, 
galvanized wire, stucco reinforcing products, fence 
products and other fabricated wire products. Our 
products are manufactured from wire rod sourced 
from a variety of producers around the world. Our 
business is organized into five operating divisions: 
Tree Island, K-Lath, Advanced Wire Technology 
(AWT), Halsteel Inc., and Industrial Wire Products 
Corporation (IWP), all of which produce specific 
products and serve specific market segments, 
primarily in the Western United States and 
Western Canada. 


The following summarizes the products, customer 
and principal geographic markets, and locations of 
production facilities within each of our divisions. 


AWT IWP Halsteel 


Products 


Customer End 
Markets 


Geographic 
Markets 


Facilities 


Year Founded 


Nails, bright and 
galvanized wire, 
welded wire mesh 
and fencing 
products 


Construction and 
renovation, 
agriculture, forestry 
and industrial 
applications 


Western United States, 
Western Canada and 
Ontario 


Richmond, British 
Columbia and 
Ferndale, Washington 


1964 


A wide range of 
stucco reinforcing 
products 


Stucco applications 
for residential and 
commercial 
construction and 
renovation 


California, Arizona, 
Nevada and 
New Mexico 


Fontana, California 


1944 


High carbon wire 
products such as 
springwire and low- 
carbon bright wire 


Bedding and upholstery, 
agriculture, mining and 
processing, distribution 
and wire fabricating 
industries 


California and Arizona 


Rancho Cucamonga, 


California 


1984 


Collated nails, anchor 
bolts, threaded 
products, cold 
finished bar, bright 
wire, welded wire, 
mesh and stainless 
steel wire products 


Construction and 
renovation, wire 
fabricating, industrial 
applications, bedding 
and upholstery, 
telecommunications and 
consumer products 


Western United States 
and Ohio 


Rancho Cucamonga 
and Pomona, 
California 


1943 


Collated nails 


Construction and 
renovation 


Western and 
South-western 
United States 


Ontario, 
California 


1997 
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ABOUT OUR INDUSTRY 


Wire and fabricated wire products are essential 
products used extensively in many industries, 
including construction, agriculture, transportation 
and forestry. Historically, U.S. consumption of these 
products has been stable — growing broadly in line 
with the overall economy. Competition has also been 
reasonably stable. 


TRENDS 


In 2003, the industry experienced some exceptions 
to normal industry conditions, with an increase in 
competition from offshore producers. Competition 
has since returned to more normal levels with the 
declining value of the US dollar and rising freight 
costs discouraging offshore competitors. 


A more significant event affecting the industry is a 
shortage of wire rod, which became more pronounced 
as 2003 progressed. Key factors in the shortage 
include increased steel consumption in China and 
closures and production curtailments among wire rod 
producers in North America. The shortages have led 
to a sharp rise in the price of wire rod, with further 
price increases expected. 


In the current environment, our success depends 
on our ability to source sufficient quantities of wire 
rod, and to pass along the price increases to our 
customers. Wire rod is used in all of our products, 
and represents over 50% of our cost of goods sold. 


On a more general basis, our Success depends on 
our ability to compete effectively on quality, brand 
preference and customer service, and to a lesser 
degree, on price. Our ability to maintain stable 
profitability also depends on the diversity of our 
customers, product lines and geographical markets. 


We believe our business strategies position us to 
compete effectively within our industry and to respond 
successfully to current trends. 
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WE MAINTAIN MULTIPLE SOURCES OF SUPPLY OF HIGH 
QUALITY RAW MATERIALS. We strive to ensure a 
consistent source of supply of wire rod by maintaining 
relationships with multiple suppliers. This allows for 
continued supply in the event of an interruption from 
any one supplier. We also have a strong purchasing 
position through our size relative to competitors, and 
our strategically attractive location on the Fraser River 
in Richmond, British Columbia, where easy deep-sea 
access offers freight cost advantages. We source wire 
rod from a variety of high quality suppliers from 
Malaysia, Trinidad, Mexico, Argentina, South Africa, 
New Zealand, China, Brazil and the United States, 

all of whom have been qualified based on product 
quality and service reliability. 


WE STRIVE TO BE THE SUPPLIER OF CHOICE. We 
provide our customers with a broad range of high 
quality products, ongoing product innovation and 
high levels of customer service. Our brand names 
are well established and highly regarded within the 
nail and fabricated wire industry. The strength of our 
brands and our reputation for high quality products, 
together with excellent service, have enabled us to 
achieve value-added pricing relative to competitors. 
We have developed strong relationships with major 
industry participants such as Home Depot, Rona, 
Canadian Tire, Boise Cascade, Huttig and 
Weyerhaeuser. 


WE PURSUE STABLE MARGINS. We seek to maintain 
stable margins by capitalizing on our brand strength 
and high quality products to achieve value-added 
pricing relative to our competitors. Historically, we 
have been able to maintain margins by adjusting the 
prices of our products to reflect changes in the cost 
of key raw materials. In order to maintain pricing 
flexibility, we do not enter into long-term fixed price 
contracts with our customers. 


WE MAINTAIN AND ENHANCE OPERATING EFFICIENCIES. 
We work to maintain and enhance the efficiency 
of our operations through a focus on cost control, 
effective use of technology and ongoing improvement 
in work practices to increase labour productivity. 


2003 OPERATING RESULTS 


Net Sales 


For the 12 months ended December 31, 2003, our 
net sales were $299.1 million, down $27.9 million 
from $327.0 million in 2002. The decline in sales 
relates entirely to the strengthening Canadian dollar. 
Had exchange rates in 2003 remained consistent 
with 2002, our 2003 sales would have increased 
$4.3 million to $331.3. 


Overall, the physical product volumes shipped on 
a divisional basis were at similar levels to 2002. 
Increased volumes at our IWP division (up 10%) 
and our K-Lath division (up 13%) were offset by 
lower volumes at our Canadian division (down 6%). ° 
The lower volumes at our Canadian division were 
mainly in our nail product lines. 


While physical volumes shipped on a divisional basis 
were similar to 2002, on a consolidated basis they 
were down by 3% as certain divisions replaced some 
sales to external customers with increased sales to 
other divisions of Tree Island. These interdivisional 
sales are eliminated on consolidation. 


EBITDA 


EBITDA, including gains made from foreign exchange 
conversion activities (defined as operating profit plus 
depreciation plus foreign exchange gain), was $37.9 
million, compared to $40.2 million in 2002. EBITDA, 
excluding gains from foreign exchange conversion 
(defined as operating profit plus depreciation), was 
$24.2 million, down $9.3 million from the $33.5 
million generated in 2002. Of this $9.3 million 
reduction, approximately $5.5 million, or 59%, was 
the result of the short-term, unfavourable impact 

of the strengthening Canadian dollar on operating 
earnings. 
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A stronger Canadian dollar affects our operating 
earnings in two ways: 


1) In the short term, a stronger Canadian dollar 
negatively influences our EBITDA by reducing 

the profitability of our product sales into the US. 
The benefit of raw materials purchased in US dollars 
eventually balances much of this impact, but takes 
longer to appear in our operating results. During 
2003, the net impact of the strengthening of the 
Canadian dollar was a $4.3 million reduction in 
EBITDA. 


2) The value of earnings generated by our US 
operations is also affected when earnings are 
converted into Canadian dollars. This second 
factor reduced 2003 EBITDA by $1.2 million. 


The remainder of the difference in EBITDA resulted 
from slightly lower sales volumes in Canada, and 
higher prices for wire rod — Tree Island’s major raw 
material. While steel prices climbed throughout 2003, 
weak economic conditions, together with increased 
competition from offshore producers, made it difficult 
for the wire products industry to recover all of the cost 
increases with higher product prices. The situation 
changed significantly late in the fourth quarter (see 
outlook), and price increases were implemented to 
address margin erosion. 


Expenses 


Selling, general and administration (SG&A) expenses 
for the year totaled $20.1 million, down $3.4 million 
from the same period in 2002. Of this improvement, 
$1.3 million was a result of the stronger Canadian 
dollar being applied against the SG&A expenses of 
our US operations, $0.8 million was the result of cost 
reductions at our US operations, and $1.3 million 
was the result of the elimination of a monthly 
management fee expense when Tree Island went 
public in November, 2002. 


Financing expenses for the year were $3.2 million, 
including interest on the operating loan of $2.1 million, 
miscellaneous interest expense of $0.7 million, and 
the amortization of deferred financing costs of 

$0.4 million. 
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The Fund recorded an income tax recovery of 


$11.7 million which represents a current tax expense 


of $1.3 million and a future income tax recovery of 
$13.0 million. This tax recovery is based on an 
expected tax rate of 38.5% applied to the income 
before taxes, with adjustments for differences 
between accounting and taxable income. 


The impact of the non-controlling interest reduced 
earnings by $10.6 million. This reflects accrued 
interest of $6.2 million on the subordinated notes 
held by the non-controlling interest, plus the non- 
controlling interest's share of Tree Island's income 
for the period ($4.4 million). 


Net Income 


Net income for the year totaled $13.0 million, 
or $0.79 per unit. Net income results are not 
comparable to the prior year. 


Distributable Cash 


Distributable cash is not a defined term under 
Canadian generally accepted accounting principles. 
We define distributable cash as the net cash flow 
from operations, less maintenance capital expendi- 
tures. Non-maintenance capital expenditures are 
not recorded as a reduction from distributable cash 
flow as these expenditures are fundable through 
the Fund’s committed credit facilities. We define 
maintenance capital expenditures as cash outlays 
required to maintain our plant and equipment at 
current operating capacity and efficiency levels. 
Non-maintenance capital expenditures are defined 
as cash outlays required to increase business 
operating capacity or improve operating efficiency. 


Our policy is to make equal monthly distributions 
to unitholders based on our estimate of the annual 
distributable cash available for distribution. The 


amount of distributable cash available for distribution 


is based on the distributable cash generated, less 
cash redemption of Fund units and any reserve 
deemed prudent by the Trustees of the Fund. 
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Distributions are made to unitholders of record on 
the last business day of each month. Distributions 
are payable on the 15th day (or closest business day 
following) of the month following the declaration. 


Distributable cash for the year ended December 31, 
2003 and the period from November 12, 2002 to 
December 31, 2002 was calculated as follows: 


Period From 
Year Ended Nov. 12, 2002 
Dec. 31, 2003 to Dec. 31, 2003 
Net Cash Flow 
From Operations $ 33,809 $ 2,384 
Less: Maintenance 
Capital Expenditures 2,165 198 
Distributable Cash 31,644 2,186 
Distributable Cash 
- Unitholders fay jie 1,640 
- Non-Controlling Interest 7,911 546 
31,644 2,186 
Distributions Paid or 
Payable — Unitholders 20,960 2,853 
Distributable Cash 
Generated per Unit 1.444 0.100 
Distributions Declared 
per Unit 1.275 0.174 


For the year ended December 31, 2003, we 
generated total distributable cash of $31.6 million, 
or $1.444 per unit (fully diluted). Of this, $23.0 
million, or $1.048 per unit, was generated by 
operations, while gains from foreign exchange 


conversion activities contributed an additional 
$8.6 million, or $0.395 per unit, net of taxes. 

Of total distributable cash, $23.7 million was for 
the benefit of the unitholders, while the remaining 
$7.9 million was for the benefit of the 25% non- 


controlling interest. 


We declared distributions of $.106 per unit in each 
of the twelve months, totaling $21.0 million, or 
$1.275 per unit. 


The Fund features a distinctive subordination 
feature. Until June 30, 2004, distributions to the 
non-controlling interest are subordinated to those 

of public unitholders. During this period, 100% of 
distributable cash is available in priority to make 
monthly distributions of $0.10625 per unit on the 
16,438,800 public units issued to the public by the 
Fund on November 12, 2002. Distributions (based on 
$0.10625 per unit on the non-controlling interest’s 
5,479,600 units) are not paid, but rather, accrue 
each month. If there is sufficient distributable cash 
available after paying the public unitholders, these 
accrued amounts are paid quarterly in arrears subject 
to the availability of distributable cash. The first 
such accrued payment of $2.7 million for the period 
November 12, 2002 to March 31, 2003 was paid on 
April 1, 2003. Accrued payments of $1.7 million 
each for the three month periods ending June 30, 
September 30 and December 31, 2003 were made 
on the last day of each of those periods. 


Tax Treatment of Cash Distributions 


A component of the cash distribution of the Fund is 
taxable in the hands of each unitholder, unless held 
by the unitholder in a tax deferred vehicle. The Fund 
estimates that approximately 80% of the distributions 
declared in 2003 are taxable, with the remaining 
20% treated as a return of capital. For most unit- 
holders, the return of capital amount will reduce the 
cost base of each unit for purposes of calculating the 
capital gains amount upon disposition of the units. 
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Cash Flow 


Following is a summary of our cash flow — (bracketed 
figures indicate use of cash): 


Period From 

Year Ended Nov. 12, 2002 

Dec. 31, 2003 to Dec. 31, 2003 

Net Cash Flow from Operations  $ 33,809 $ 2,384 
Change in Non-Cash Working 

Capital Items (11,283) (122) 
Acquisition, Net of 

Cash Acquired of $9,940 = (156,144) 
Net Proceeds form IPO (See Note 10) — 152,988 
Issuance of Series B Notes and 

non-voting common shares — 50,996 
Working Capital Adjustment _ 10,280 
Capital Expenditures (3,227) (472) 
Distributions to Unitholders (20,960) (1,106) 
Distributions to - 

Non-Controlling Interest (7,919) ae 
Repayment of Long Term Debt (73) (48,180) 
Change in Revolving Credit 4,350 (5,166) 
Increase (Decrease) in Cash (5,303) 5,458 


We have a CDN $30 million revolving credit facility 
to fund the working capital requirements of our 
Canadian operations. Our utilization of this facility 
increased from CDN $5.151 million at the beginning 
of 2003 to CDN $8.28 million at December 31, 
2003. We also have a combined US$20 million 
facility to fund the working capital requirements of 
our US operations. Our utilization of this facility rose 
from US$13.408 million (CDN $21.179 million) 

at the beginning of 2003, to US$17.334 million 
(CDN $22.4 million) at the end of the year. 


Capital Expenditures 


Capital expenditures in 2003 were $3.2 million, 

of which $2.2 million was maintenance capital 

and $1.0 million was profit enhancement capital. 
Our major maintenance projects were an upgrade to 
the electrical power system at our Richmond, B.C. 
facility ($0.25 million), and purchases of replace- 
ment forklifts ($0.21 million), and a new computer 
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(0.61 million). Our major profit enhancement projects 
were an upgrade to the wire galvanizing lines at our 
Richmond, B.C. facility ($0.53 million), improvements 
to our wire drawing equipment at our IWP facility 
($0.21 million) and installation of a lubricant 
reclaiming system at our AWT facility ($0.16 million). 


Acquisition of Non-Controlling Interest in 
Halsteel Acquisition Company 


In September 2003, Tree Island acquired the 

20% non-controlling interest in Halsteel Acquisition 
Company for a nominal amount. This 20% interest 
was held by the previous owners. The cost to purchase 
this interest was based on a formula contained in a 
shareholder’s agreement between the parties. 


Contractual Commitments 
PURCHASE COMMITMENTS: 


As of December 31, 2003, we and our subsidiaries 
had committed to wire rod purchases totaling 
$21.8 million (US$16.8 million), zinc purchases 
totaling $4.8 million (US$3.7 million) and gas 
purchases totaling $0.3 million (US$0.2 million). 
All of these contracts will be completed in 2004. 


OPERATING LEASE AGREEMENTS: 


We also have various operating lease agreements with 
remaining terms of up to seven years, and varying 
renewal options. Lease rental payments due under 
our non-cancelable operating leases are as follows: 


2004 $ 3,194 
2005 2,982 
2006 2,750 
2007 3 1,396 
2008 883 
Thereafter TAU 
13,422 
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Scheduled long term debt principal payments over 
the next five years are: 


2004 $ 79 
2005 2,409 
2006 92 
2007 102 
2008 103 

2,/81 


Critical Accounting Policies 


The consolidated financial statements are based 
on the selection and application of a number of 


- accounting policies. We believe that the following 


accounting policies may involve a higher degree of 
judgment and complexity in their application, and 
represent our critical accounting policies. 


(a) Consolidation 


Our consolidated financial statements include 

the accounts of the Fund and Tree Island, a 75%- 
owned subsidiary, and Tree Island’s wholly-owned 
subsidiaries, Tree Island Wire Holdings (USA) Inc., 
Tree Island Wire (USA) Inc. (“TIW”), Industrial 
Wire Products Corporation (“IWP”), and Halsteel 
Acquisition Company (“HAC”). Significant inter- 
company accounts and transactions have been 
eliminated on consolidation. 


(b) Translation of foreign currencies 


A significant percentage of our transactions are 
denominated in US funds. Transactions undertaken 
in foreign currencies are translated into Canadian 
dollars at exchange rates prevailing at the time the 
transactions occur. Monetary assets and liabilities 
denominated in foreign currencies are translated into 
equivalent Canadian dollars at the exchange rates in 
effect at the balance sheet date, with any resulting 
gain or loss being recognized in the consolidated 
statement of operations. The effects of fluctuations 
in exchange rates between the dates of transactions 


and settlements are reflected in the statement of 
operations and retained earnings. 


The consolidated financial statements of TIW are 
translated into Canadian dollars as follows: 


e assets and liabilities using the exchange rates 
in effect at the balance sheet date; 


e revenue and expense items at approximate 
exchange rates prevailing at the time the 
transactions occurred; and 


e unrealized translation gains and losses are 
deferred and presented in the cumulative 
translation adjustment as a component of 
unitholders’ equity. 


(c) Inventories 


Inventories are stated at the lower of weighted 
average cost and net realizable value. For finished 
and semi-finished products, cost includes raw 
materials, applicable labour and manufacturing 
overhead. Certain consumable inventory is purchased 
under forward contracts. Any losses implicit in the 
forward contracts are recorded when anticipated. 


(d) Goodwill 


Tree Island has $48,397,000 of goodwill on its 
balance sheet resulting from business combinations. 
Goodwill acquired through business combinations 
(Note 2) is not amortized and is tested for impairment 
at least annually. 


Critical Accounting Estimates 


The preparation of financial statements in accordance 
with Canadian generally accepted accounting 
principles requires management to make estimates 
and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingencies 
at the date of the financial statements and the 
reported amounts of revenues and expenses during 
the reporting period. We base our estimates and 
assumptions on past experience and other factors 
that are deemed reasonable under the circumstances. 
Actual results could differ from these estimates. 


1] 


The critical estimates used in preparing the financial 
statements are: 


(a) Allowance for doubtful accounts 


We anticipate that a certain portion of required 
customer payments will not be made, and we 
maintain an allowance for these doubtful accounts. 
The allowance is based on our estimation of the 
potential of recovering our accounts receivable and 
incorporates current and expected collection trends. 


(b) Inventory Reserves 


We anticipate that a certain portion of our inventory 
may become damaged or obsolete. The reserve is 
based on an analysis of the length of time product 
has been in inventory and historical rates of damage 
and obsolescence. 


(c) Environmental Reserves 


Tree Island has reserves established for several 
environmental issues. The amount of these reserves 
is based on current engineering and legal estimates. 
These estimates are reviewed regularly and the 
reserve is updated when they change. 


(d) Sales Claims Reserve 


We anticipate a certain level of customer claims 
relating to pricing, quantity and quality. The estimates 
used to determine this reserve are based on historical 
trends. 


CHANGES IN ACCOUNTING POLICIES 


There was no material change in any accounting 
policies in 2003. 


RISKS AND UNCERTAINTIES 


Investment in the Fund is subject to a number of 
risks. Cash distributions to unitholders are dependent 
on the ability of Tree Island to pay its interest and 
principal obligations under the notes, and to declare 
and pay dividends in respect of the voting common 
shares. Tree Island’s income is dependent upon the 
fabricated wire products business, which is 
susceptible to a number of risks. 
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Risks affecting Tree Island include competition, 
dependence on the construction industry, availability 
of raw materials, dependence on key personnel, 
labour relations, certain regulatory risks, foreign 
exchange fluctuations, the effect of leverage and 


QUARTERLY RESULTS 


Three Months Ended 


Dec. 31, 2003 
Revenue $ 65,958 
EBITDA (including foreign exchange gains) 5,319 
Net Income (loss) 3,982 
Income (loss) per Unit/Share 0.24 
Distributable Cash Generated 
Unitholders 3,027 
Non-Controlling Interest 1,009 
Total 4036 
Distributions Declared — Unitholders 5,240 
Distributable Cash Generated per unit 0.184 
Distributions Declared per Unit 0.319 


The above table provides selected quarterly financial 
information for the four most recent fiscal quarters to 
December 31, 2003. This information is unaudited, 
but reflects all adjustments of a normal, recurring 
nature which are, in our opinion, necessary to present 
a fair statement of the results of operations for the 
periods presented. Quarter-to-quarter comparisons of 
our financial results are not necessarily meaningful 
and should not be relied upon as indication of 

future performance. 


Normally, revenues are the highest in the second and 
third quarters. However, between the first and second 
quarters the Canadian dollar strengthened by 8.1% 
resulting in a $5.4 million reduction in the conversion 
of our US dollar denominated sales. From the first to 
the third quarter, the Canadian dollar strengthened by 
9.65%, resulting in a $5.6 million reduction in the 
conversion of our US dollar denominated sales. 
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restrictive covenants in financing arrangements, 
product liability, the ability to obtain insurance, 

risks related to environmental matters, energy cost 
increases, the ability to fund necessary future capital 
investments, and changes in tax legislation. 


Sept. 30, 2003 June 30, 2003 Mar. 31, 2003 
$ 75,371 $ 77,408 $ 80,363 
8,658 12,417 11,521 

883 9,248 2,918 

0.05 0.32 0.18 

9,625 8,121 6,960 

1,875 2,/07 2,320 

7,900 10,828 9,280 

5,240 9,240 9,240 

0.342 0.494 0.423 

0.319 0.319 0.319 


Our fourth quarter results are traditionally lower 
than the other quarters due to the seasonality of 
our business. 


OUTLOOK 


Economic conditions affecting our business are 
currently very positive and have improved significantly 
since the fourth quarter of 2003. 


Demand for our products is rising. Reduced supply of 
wire products in North America is a key factor in this 
increased demand as offshore producers, particularly 
those from China and other parts of Asia, focus 
product on their home markets. Economic conditions 
are also a factor, with residential housing construction 
remaining strong during the first quarter of 2004, 
and the commercial construction and manufacturing 
sectors starting to rebound after an extended period 


of weakness. Demand is being further driven by the 
efforts of retailers and customers to rebuild wire 
product inventories in anticipation of rising prices. 


Strong demand for our products is enabling us to 
raise product prices to reflect the significant 
increases in the cost of wire rod. Since the fourth 
quarter of 2003, steel prices worldwide have climbed 
significantly and further increases are expected. 

The run-up in prices is mainly driven by increased 
steel consumption in China, combined with closures 
and production curtailments in North America. 

To date, we have been successful in implementing 
price increases with our customers that reflect the 
higher raw material costs. We are not constrained by 
any long-term price commitments with any of our 
customers, and we will continue to work at imple- 
menting price increases in step with raw material 
cost increases. 


Moving forward, we will remain focused on ensuring 
we can source sufficient raw materials to meet 
customer demand for wire products. While this 
presents some challenges, our long-term relationships 
with our wire rod suppliers, and our ability to source 
wire rod from around the world position us to respond 
effectively. We view the current conditions as 
beneficial to our business. 


In the near term, we intend to maintain cash distri- 
butions at the current annual level of $1.275 per 
unit. This compares to distributable cash per unit 
for 2003 that was significantly higher than this, 

at $1.444 per unit. The $0.17 per unit surplus 
generated in 2003 has provided Tree Island with 
increased financial flexibility. We will continue to 
monitor cash distribution levels, and any increases 
will be based on a sustainable distribution level to 
unitholders over the long term. 
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FORWARD LOOKING STATEMENTS AND RISK 


This document contains forward-looking statements 
based on assumptions that we considered reasonable 
at the time they were prepared. Any statements that 
are contained herein that are not statements of 
historical fact may be deemed to be forward-looking 
statements. These forward-looking statements, by 
their nature, necessarily involve risks and uncertainties 
that could cause actual results to differ materially 
from those contemplated by the forward-looking 
statements. 


Such risks and uncertainties include, but are not 
limited to, risks associated with operations such 
as competition, dependence on the construction 
industry, supplies of raw materials, dependence on 
key personnel, labour relations, regulatory matters, 
environmental risks, the successful execution of 
acquisition and integration strategies, foreign 
exchange fluctuations, the effect of leverage and 
restrictive covenants in financing arrangements, 
product liability, the ability to obtain insurance, 
energy cost increases, the ability to fund necessary 
future capital investments, and changes in tax 
legislation. 
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MANAGEMENT'S STATEMENT OF 
RESPONSIBILITIES 


The accompanying consolidated financial statements 
are the responsibility of management and have been 
reviewed and approved by the Board of Directors and 
the Trustees. The consolidated financial statements 
have been prepared by management, In accordance 
with Canadian generally accepted accounting princi- 
ples and, where appropriate, reflect management's 
best estimates and judgements. Management has 
also prepared financial and all other information 

in the annual report and has ensured that this 
information is consistent with the consolidated 
financial statements. 


The Company maintains appropriate systems of 
internal control, policies and procedures, which 
provide management with reasonable assurance that 
assets are safeguarded and the financial records are 
reliable and form a proper basis for preparation of 
financial statements. 


The Board of Directors and the Trustees ensure that 
management fulfills its responsibilities for financial 
reporting and internal control through an Audit 
Committee. This committee reviews the consolidated 
financial statements and reports to the Trustees. 
The auditors have full and direct access to the 
Audit Committee. 


The consolidated financial statements have been 
independently. audited by Deloitte & Touche LLP, in 


accordance with Canadian generally accepted auditing 


standards. Their report below expresses their opinion 
on the consolidated financial statements of the Fund. 


Taito 


Theodore A. Leja 
President and Chief Executive Officer, 
Tree Island Industries Ltd. 
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AUDITORS’ REPORT 


To the Unitholders of 
Tree Island Wire Income Fund 


We have audited the consolidated balance sheets of 
Tree Island Wire Income Fund as at December 31, 
2003 and 2002 and the consolidated statements 
of operations, unitholders’ equity, and cash flows for 
the year ended December 31, 2003 and the period 
from November 12, 2002 to December 31, 2002. 
These financial statements are the responsibility 

of the Fund’s management. Our responsibility is to 
express an opinion on these financial statements 
based on our audits. 


We conducted our audits in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and perform 
an audit to obtain reasonable assurance whether 
the financial statements are free of material 
misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit 
also includes assessing the accounting principles 
used and significant estimates made by management, 
as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial 
statements present fairly, in all material respects, 
the financial position of the Fund as at December 31, 
2003 and 2002 and the results of its operations 
and its cash flows for the year ended December 31, 
2003 and the period from November 12, 2002 to 
December 31, 2002, in accordance with Canadian 
generally accepted accounting principles. 


Delotte Jone UP 


Chartered Accountants 
Vancouver, British Columbia 
February 27, 2004 


CONSOLIDATED BALANCE SHEET 
TREE ISLAND WIRE INCOME FUND 


(In thousands of dollars) 


As at December 31 


Assets 

Current 
Cash 
Accounts receivable 
Prepaid expenses 
Taxes receivable 


Inventories (note 4) 


Property, plant and equipment (note 5) 
Deferred charges (note 6) 
Goodwill (note 2) 


Liabilities 

Current 
Revolving credit (note 7) 
Current portion of long-term debt (note 8) 
Accounts payable and accrued liabilities 
Income and other taxes payable 
Interest payable 


Long-term debt (note 8) 
Non-current liabilities 

Future income taxes (note 12) 
Non-controlling interest (note 9) 


Unitholders’ equity 


2003 2002 

$ 155 $ 5,458 
25,645 32,686 
2,168 2,823 

432 — 

79,092 82,528 
107,492 123,495 
131,325 164,678 
1,826 25520 
48,397 56,092 

$ 289,040 $ 346,591 
$ 30,680 $ 26,330 
75 58 

44,751 61,158 

—_ 3,820 

237 170 

75,743 sibs eve! 6 
2,706 3,421 

799 aaley 

31,550 47,180 
49,800 54,157 
160,598 197,455 
128,442 149,136 

$ 289,040 $ 346,591 


Approved on behalf of the Tree Island Wire Income Fund 


Tate 


Roderick R. Senft, Trustee 


Theodore A. Leja, Trustee 
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CONSOLIDATED STATEMENT OF OPERATIONS 


TREE ISLAND WIRE INCOME FUND 


(In thousands of dollars, except per unit amounts) 


Sales 

Cost of goods sold 

Depreciation 

Gross profit (loss) 

Selling, general and administrative expenses 
Operating profit (loss) 

Foreign exchange gain 

Financing expenses 


Income (loss) before provision for income taxes 
Recovery of income taxes (note 12) 


Income (loss) before non-controlling interest 
Non-controlling interest (note 9) 


Net income (loss) for the period 


Basic and diluted net income (loss) per unit 


Weighted-average number of units 


(Basic and diluted) 


Year Ended 
December 31, 2003 


Period from 


November 12, 2002 to 
December 31, 2002 


CONSOLIDATED STATEMENT OF UNITHOLDERS' EQUITY 


TREE ISLAND WIRE INCOME FUND 


(In thousands of dollars) 


Balance beginning of period 

Issue of trust units (note 10) 
Cumulative earnings (deficit) 
Cumulative translational adjustment 


Distributions 


Balance, end of period 
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$ 299,100 $ 32,580 
254,785 28,1799 
22,770 A354 
21,545 (573) 
20,149 2,384 
1,396 (2,957) 
13,749 346 
(3,238) (318) 
11,907 (2,929) 
11,745 POS 
23,652 (916) 
(10,621) (392) 

$ 13,031 $ (1,308) 
$ 0.79 $ (0.08) 
16,438,800 16,438,800 
Period from 

Year Ended November 12, 2002 to 


December 31, 2003 


December 31, 2002 


$ 149,136 
13,031 
(12,765) 
(20,960) 

$ 128,442 
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$ = 
152,988 
(1,308) 

309 
(2,853) 

$ 149,136 


CONSOLIDATED STATEMENT OF CASH FLOWS 
TREE ISLAND WIRE INCOME FUND 


(In thousands of dollars) 


Year Ended 
December 31, 2003 


Period from 


November 12, 2002 to 


December 31, 2002 


Operating Activities 
Net income (loss) for the period $ 13,031 $ (1,308) 
Items not involving cash 
Depreciation 22,770 4,354 
Amortization of deferred charges 420 55 
Future income tax recovery (13,033) (1,109) 
Non-controlling interest share of income (note 9) 10,621 392 
Net cash flow from operations 33,809 2,384 
Change in non-cash operating assets and liabilities 
Accounts receivable 7,041 12,041 
Inventories 3,436 (GS) 210) 
Accounts payable and accrued liabilities (16,519) DESL 
Income and other taxes payable (4,252) (alas) 
Other (989) (353) 
22,526 2,262 
Investing Activities 
Acquisition, net of cash acquired of $9,940 (note 2) — (156,144) 
Purchase of property, plant and equipment (3,227) (472) 
(3,227) (156,616) 
Financing Activities 
Issuance of trust units (note 10) —_ 164,388 
Issuance costs (note 10) —_ (11,400) 
Issuance of Series B notes and non-voting 
common shares (note 2) — 50,996 
Working capital adjustment (note 2) — 10,280 
Payments to Series B noteholders, prior year (932) — 
Payments to Series B noteholders, current year (6,987) — 
Repayment of debt (73) (48,180) 
Repayment (draw) of revolving credit 4,350 (5,166) 
Distributions to unitholders (20,960) (1,106) 
(24,602) 159,812 
(Decrease) increase in cash (5,303) 5,458 
Cash, beginning of period 5,458 — 
Cash, end of period $ 155 $ 5,458 
Supplemental Cashflow Information 
Interest paid $ 2,638 $ 139 
Income taxes paid $ 4,738 $ 226 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


TREE ISLAND WIRE INCOME FUND 


(In thousands of dollars, except per unit amounts) 


1. FORMATION OF THE FUND 


The Fund is an unincorporated open-ended, limited purpose 
trust established under the laws of the Province of British 
Columbia pursuant to a Declaration of Trust dated September 
30, 2002. The Fund was formed to acquire 75% of the 
common shares and $136,995 of 13.75% Series A unsecured 
subordinated notes (“Tree Island Notes”) of Tl Industries Inc. 
(“TIL”). This acquisition was completed on November 12, 2002. 
To finance this acquisition, the Fund issued 16,438,800 trust 
units in a public offering for net proceeds of $152,988, after 
deducting expenses of the offering. 


Each unitholder participates pro rata in distributions of net 
earnings and, in the event of termination of the Fund, partic- 
ipates pro rata in the net assets remaining after satisfaction 
of all liabilities. Income tax obligations related to the 
distribution of net earnings by the Fund are the obligations 
of the unitholders. 


Concurrently, with the Fund’s acquisition of its effective 

75% interest in TIl, the 25% non-controlling interest in TIl, 
represented by non-voting common shares and Series B notes, 
was issued to the former shareholders of TIl. The non-voting 
common shares and Series B notes are convertible into Units 
of the Fund. 


2. ACQUISITION 


Before purchasing TIl, the Fund incorporated 652053 B.C. Ltd. 
(“Acquisitionco”), a wholly-owned subsidiary of the Fund. 
Following the issuance of the trust units, the Fund invested 
the net proceeds of the offering in Acquisitionco by way of 
subscription for the shares and the purchase of the Tree Island 
Notes. Acquisitionco in turn, acquired all of the outstanding 
shares of TIl for an amount equal to the aggregate of: 


(i) $152,988 received by Acquisitionco as proceeds of the 
Tree Island Notes and common shares issued to the Fund, 
less $48,180 to reduce the revolving term and arms length 
subordinated indebtedness of TIl to $33,500; 


(ii) the principal amount of the Series B notes; and 
(ili) the non-voting common shares of Acquisitionco. 


The Series B notes and the non-voting common shares of 
Acquisitionco were issued to the former shareholders of TII 
and are convertible into Units of the Fund (Note 9). 


Following the acquisition, Acquisitionco and TII (including 
certain affiliated companies under common control) 
amalgamated to form Tree Island Industries Ltd. (“TIL”). 
The Fund owns 75% of the common shares of TIL. 
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The excess of the purchase price paid by the Fund through 
Acquisitionco over the underlying book value of the assets 
and liabilities of TIl has been determined as follows: 


Net proceeds $ 152,988 
Less repayment of debt (48,180) 
Add: 
Issuance of Series B notes and 
non-voting common shares 50,996 
Working capital adjustments 10,280 
Net purchase price 166,084 
Net identifiable assets of TI] at book value 38,754 
Purchase discrepancy $ 127,330 
Allocated as: 
Deferred financing fees $2,034 
Goodwill 56,092 
Capital assets 113,970 
Future income taxes (44,766) 
$ 127-330 


The acquisition has been accounted for using the purchase 
method of accounting and the Fund has consolidated the 
results of operations of TIl commencing November 12, 2002. 


3. SIGNIFICANT ACCOUNTING POLICIES 


These consolidated financial statements have been prepared 
in accordance with Canadian generally accepted accounting 
principles and reflect the following policies: 


(a) Consolidation 


The consolidated financial statements include the accounts 

of the Fund and TIL, a 75%-owned subsidiary, and TIL’s wholly- 
owned subsidiaries, Tree Island Wire Holdings (USA) Inc., 

Tree Island Wire (USA) Inc. (“TIW”), Industrial Wire Products 
Corporation (“IWP”), and Halsteel Acquisition Company (“HAC”). 
Significant intercompany accounts and transactions have been 
eliminated on consolidation. 


(b) Translation of foreign currencies 


Transactions undertaken in foreign currencies are translated 
into Canadian dollars at exchange rates prevailing at the time 
the transactions occurred. Monetary assets and liabilities 
denominated in foreign currencies are translated into equiv- 
alent Canadian dollars at the exchange rates in effect at the 
balance sheet date with any resulting gain or loss being 
recognized in the consolidated statement of operations. 

The effects of fluctuations in exchange rates between the 
dates of transactions and of settlements are reflected in 

the statement of operations and retained earnings. 


The consolidated financial statements of TIW are translated 
into Canadian dollars as follows: 


e assets and liabilities using the exchange rates in effect 
at the balance sheet date; 


e revenue and expense items at approximate exchange 
rates prevailing at the time the transactions occurred; and 


e unrealized translation gains and losses are deferred and 
presented in the cumulative translation adjustment as a 
component of unitholders’ equity. 


(c) Inventories 


Inventories are stated at the lower of weighted average cost 
and net realizable value. For finished and semi-finished 
products, cost includes raw materials, applicable labour and 
manufacturing overhead. Certain consumable inventory is 
purchased forward. Any losses implicit in the forward 
contracts are recorded when anticipated. 


(d) Property, plant and equipment and depreciation 


Property, plant and equipment are recorded at cost. 
Depreciation is determined using the straight-line method 
over the estimated useful lives of the depreciable assets as 
follows: 


25 years 
4 to 15 years 


Buildings and improvements 
Machinery and equipment 


No depreciation is charged on capital projects during the period 
of construction. 


(e) Goodwill 


Goodwill acquired through business combinations (Note 2) is 
not amortized and is tested for impairment at least annually. 


(f} Revenue recognition 


The Fund recognizes revenue when legal title passes to 
customers, price is fixed or determinable and collectibility is 
reasonably assured. 


(g) Maintenance 


Maintenance and repairs are charged to operations as incurred 
except in the case of certain mechanical repairs for which 

the frequency of replacement varies with production volume. 

In certain instances, the cost of these parts and installation 
costs are deferred and are charged to operations on the basis 
of estimated units of related production. These costs are 
included in prepaid expenses. 


(h) Post-retirement benefits 


The Fund has four defined contribution pension plans as 
described in Note 11. The cost of defined contribution 
pensions is expensed as earned by employees. 


The cost of a benefit plan for a senior executive is accrued 
using actuarial techniques during the years of service. 


(i) Deferred financing costs 


Costs incurred in connection with securing the credit facilities 
are amortized to financing expenses on a straight-line basis 
over the term of the related indebtedness. Deferred financing 
costs are shown net of amortization. 


19 


(j) Income taxes 


The Fund follows the liability method of accounting for income 
taxes. Under this method, current income taxes are recognized 
for the estimated income taxes payable in the current year. 
Future income tax assets or liabilities are calculated using tax 
rates in effect in the periods that the temporary differences are 
expected to reverse. The effect of the change in income tax 
rates on future income tax assets and liabilities is recognized 
in income in the period the change occurs. 


(k) Use of estimates 


The preparation of financial statements in accordance with 
Canadian generally accepted accounting principles requires 
management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities and disclosure 
of contingencies at the date of the financial statements and 
the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from those 
estimates. 


(I) Financial instruments and risks 


The Fund’s financial instruments consist primarily of cash, 
accounts receivable, amounts payable under the revolving lines 
of credit, accounts payable and accrued liabilities, interest 
payable, income taxes receivable/payable and term debt. 


The carrying values of cash, accounts receivable, amounts 
payable under the revolving lines of credit, accounts payable 
and accrued liabilities, interest payable and income taxes 
receivable/payable approximate their fair values due to 

the immediate or short-term maturity of these financial 
instruments. The fair value of the Fund’s long-term debt is 
estimated based on quoted market prices for the same or 
similar issues or on the current rates offered to the Fund for 
debt of the same maturity as well as the use of discounted 
future cash flows using current rates for similar financial 
instruments subject to similar risks and maturities. For the 
period covered by these statements, the estimated fair value 
of term debt approximates the carrying value. 


The Fund is exposed to interest rate risk arising from 
fluctuations in interest rates on its amounts payable under 
the revolving lines of credit and long-term debt. 


The Fund is exposed to credit risk with respect to its accounts 
receivable; however, this is minimized by the Fund’s large 
customer base which covers business sectors throughout 
North America. The Fund follows a program of credit 
evaluations of customers and limits the amount of credit 
extended when deemed necessary. The Fund maintains 
provisions for potential credit losses and any such losses 

to date have been within management's expectations. 


(m) Distributable Cash 


The Fund distributes monthly its distributable cash less cash 
redemption of Fund Units and any reserve deemed prudent by 
the Trustees of the Fund. Distributable cash is not a defined 
term under Canadian generally accepted accounting principles 
but is determined as the net cash flow from operations less 
maintenance capital. Non-maintenance capital expenditures are 
not recorded as a reduction from distributable cash flow as 
these expenditures are fundable through the Fund’s committed 
credit facilities. 
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(n) Earnings per unit 


Basic net income per unit is calculated by dividing net income 
by the weighted-average number of units outstanding during 
the period. Diluted income per unit is calculated to give effect 
to units issuable on conversion of the subordinated Series B 
notes and non-voting common shares of TIL (Note 9). This had 
no dilutive effect in the periods presented. 


(0) Comparative Figures 


Certain of the comparative figures have been reclassified to 
conform to the current year’s presentation. 


4. INVENTORIES 


December 31 December 31 


2003 2002 

Raw materials $ 43,160 $ 41,501 
Finished and semi-finished products 27,955 32,958 
Consumable supplies and spare parts 7,977 8,069 
$ 79,092 82,528 


5. PROPERTY, PLANT AND EQUIPMENT 


December 31, 2003 


Accumulated Net Book 

Cost Depreciation Value 

Land and improvements $ 11,881 $ — $ 11,881 
Building and improvements 35,174 3,189 31,925 
Machinery and equipment 107,779 21,903 85,216 
Construction in progress 2,303 _ 2,303 
$156,417 $ 25,092 $131,325 


December 31, 2002 


Net Book 

Value 

Land and improvements $ 12,283 
Building and improvements 33,201 
Machinery and equipment 113,392 
Construction in progress 5,802 
$ 164,678 
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6. DEFERRED CHARGES 


December 31 December 31 


2003 2002 

Deferred financing costs, net 
of amortization $ 1,608 $ 1,979 
Other 218 347 
$ 1,826 Soe22826 


7. REVOLVING CREDIT 


December 34 
2002 


December 31 
2003 


TIL Cdn$30,000 revolving credit 
facility bearing interest at 
Canadian Index rate plus 1.00% 
per annum (a), (c) $ 8,280 oe He ulisyil 
TIW and IWP US$17,000 revolving 
credit facility (US$14,920 and 
US$10,625 at December 31, 
2003 and December 31, 2002 
drawn down),bearing interest at 
the US Index rate plus 1.00% 
per annum (a), (b), (d) 19,280 16,783 
Halsteel Inc. US$3,000 revolving 
credit facility (US$2,414 and 
US$2,783 at December 31, 2003 
and December 31, 2002 drawn 
down),bearing interest at the US 
Index rate plus 1.00% per 


annum (b), (d) 4,396 


$) 265330 


S720 
$ 30,680 


(a) The TIL and TIW’and IWP credit facilities are secured by 
security interests in all existing and after-acquired real and 
personal property of TIL (for the TIL credit facility) and of TIW 
and IWP (for the TIW and IWP credit facility). 


(b) The US Index rate for the TIW and IWP and Halsteel Inc. 
US dollar revolving credit facilities is defined as the higher of 
the base rate on corporate loans published in the Wall Street 
Journal and the federal funds rate, plus 0.5%. 


(c) The TIL Canadian revolving credit facility bears interest at 
the Canadian Index rate plus 1% per annum or, at the election 
of the Fund, the banker’s acceptance rate plus 2.25%. 

The interest rates were 5.5% and 5.00%, respectively, at 
December 31, 2003. 


(d) The TIW and IWP and Halsteel Inc. credit facilities bear 
interest at the US Index rate plus 1% per annum or, at the 
election of the Fund, the LIBOR rate plus 2.25% per annum. 
The interest rates were 5.00% and 3.40%, respectively, at 
December 31, 2003. 


(e) The credit facilities are secured by security interests in 

all existing and after-acquired real and personal property of 
TIL and of TIW. TIL and TIW are in compliance with ratios of 
working capital and other covenants which include restrictions 
on lending and investing activities. 


8. LONG-TERM DEBT 


December 31 December 31 
2003 2002 
HAC US dollar promissory note, 
bearing interest as described 
in (a) below (US$702), due 
July 2005 (b) $ 907 $ 1,109 
HAC US dollar promissory note, 
bearing interest as described 
in (a) below (US$1,098), due 
July 2005 (b) 1,419 1,734 
John Ternus unsecured promissory 
note, bearing interest at 10.25% 
per annum (US$352 at 
December 31, 2003 and 
US$403 at December 31, 
2002), due December 2008 455 636 
2,781 3,479 
Current portion (75) (58) 
$ 2,706 Seo Aa 


(a) The HAC promissory notes bear interest at a floating rate equal 
to the rate quoted from time to time by Bank of America plus 1% 
per annum and are secured by a floating charge on HAC assets, 
subordinated to the revolving credit facility. 


(b) The principal repayments scheduled for the HAC promissory 
notes will commence on July 31, 2004 and are due on July 31, 
2005. Annual payments are due on the US$702 note in an amount 
equal to 7.8% of 75% of the free cash flow for the most recently 
ended fiscal year of Halsteel Inc. and on the US$1,098 note in an 
amount equal to 12.2% of 75% of the free cash flow for the most 
recently ended fiscal year of Halsteel Inc. 


Long-term debt repayments are: 


Due Date Amount 
2004 $ 163: 
2005 2,409 
2006 92 
2007 102 
2008 103 

S) Qh7ashl 
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9. NON-CONTROLLING INTEREST 


(i) AS at December 31, 2003 and 2002: 


December 31 December 31 


2003 2002 
TIL 
Non-voting common shares (a) SS BBG) $ 5,241 
Series B Notes (b) 45,755 45,755 
Share of retained earnings (deficit) 3,908 (444) 
Accrued interest on Series B Notes 7,106 861 
Payment of Series B Notes 
- Principal (813) — 
- Interest (7,106) — 
Share of cumulative translation 
adjustment (4,291) 103 
$ 49,800 $ 51,516 
HAC (c) 
Non-controlling interest at 
acquisition date $ 2,640 $ 2,640 
Share of deficit (1) (25) 
Share of cumulative translation 
adjustment (379) 26 
$ 2,260 Beal 
Purchase of HAC non-controlling 
interest charged to goodwill (2,260) — 
$ = $ 2,641 
$ 49,800 Sh layalalisyy/ 


(ii) For the year ended December 31, 2003 and the period from 
November 12, 2002 to December 31, 2002: 


Period From 
Year Ended Nov. 12, 2002 to 
Dec. 31, 2003 Dec 31, 2002 
TIL 
Current period share of 
income (loss) $ 4,352 $ (444) 
Interest on Series B notes 6,245 861 
$ 10,597 $ 417 
HAC (c) 
Current period share of 
income (loss) $ 24 $ (25) 
$ 10,621 $ 392 


(a) The non-voting common shares represent all of the issued 
and outstanding non-voting common shares of TIL, representing 
25% of the issued and outstanding common shares of TIL. 

The rights of the voting common shares and non-voting 
common shares are identical in all respects, with the exception 
that the holders of non-voting common shares are not entitled 
to cause such common shares to be voted at meetings of 
holders of common shares. 


(b) The notes are 13.75%, unsecured, subordinated Series B 
notes issued pursuant to the note indenture between TIL and 
Computershare Trust Company of Canada, as trustee, dated 
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as of November 12, 2002. The notes will mature on December 
31, 2004. 


The notes and non-voting common shares in TIL are exchange- 
able for trust units on the basis of one unit for every $8.35 
principal amount of Series B notes and one non-voting common 
share for an aggregate of 5,479,600 units at the option of the 
Fund at any time and at the option of the holder at any time on 
and after July 1, 2004. 


(c) On September 5, 2003 TIW purchased the non-controlling 
interest in HAC for one dollar. The purchase was made 
pursuant to the Shareholders Agreement dated July 31, 2000. 
The carrying amount of the non-controlling interest in excess 
of the purchase price was charged directly to Goodwill. 


10. UNITHOLDERS’ EQUITY 


An unlimited number of Fund units may be issued by the 
Fund pursuant to the Fund’s declaration of trust. Each unit is 
transferable and represents an equal, undivided beneficial 
interest in any distributions from the Fund and in the net 
assets of the Fund. All units are of the same class with equal 
rights and privileges and are not subject to future calls or 
assessments. Each unit entitles the holder to one vote at 

all meetings of unitholders. Fund unit transactions during the 
period November 12, 2002 to December 31, 2002 were as 
follows: 


Number Gross Issuance Net 
of Units Proceeds Costs Proceeds 
Initial issuance 
of Fund units 16,438,800 $164,388 $11,400 $152,988 


Fund units are redeemable at any time at the option of the 
holder at a price based on market value as defined in the 
trust agreement, subject to a maximum of $50,000 in cash 
redemption by the Fund in any one month. The limitations 
may be waived at the discretion of the Trustees of the Fund. 
Redemption in excess of these amounts, assuming no waiving 
of the limitation, shall be paid by way of pro-rata distribution 
of TIL securities held by the Fund. 


11. POST-RETIREMENT BENEFITS 


(a) The fund has four defined contribution pension plans. 
Contributions made by the Fund amounted to $1,232 for the 
year ended December 31, 2003 ($184 for the period from 
November 12, 2002 to December 31, 2002). Funding 
obligations are satisfied upon making contributions. 


(b) The senior executive retirement plan is unfunded. The cost 
expensed in the year ended December 31, 2003 is $319 
($48 for the period from November 12, 2002 to December 31, 
2002). At December 31, 2003 $1,860 ($1,913 as at 
December 31, 2002) is included in accounts payable in 
respect of this plan. 
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12. INCOME TAXES 


The Fund is taxed as a “Mutual Fund Trust” for income tax 
purposes. Pursuant to the Declaration of Trust, the Trustees 
intend to distribute or designate all taxable income directly 
earned by the Fund to unitholders of the Fund and to deduct 
such distributions and designations for income tax purposes. 
Accordingly, there has been no provision for income taxes for 
the Fund. A provision for income taxes is recognized for the 
Fund’s subsidiaries, as these companies are taxable. 


The recovery of income taxes includes the following 
components: 


Period From 

Year Ended Nov. 12, 2002 to 

Dec. 31, 2003 Dec 31, 2002 

Current tax (expense) recovery $ (1,288) $ 904 
Future tax recovery 13,083 1,109 


$ 11,745 $2013 


The recovery of income taxes in the consolidated statement of 
operations represents an effective tax rate different from the 
statutory rates. The reasons for the differences are as follows: 


Period From 
Year Ended Nov. 12, 2002 to 
Dec. 31, 2003 Dec 31, 2002 


Income (loss) before provision 


for income taxes $ 11,907 $ (2,929) 
Tax rates 38.50% 38.62% 
Computed expected tax expense $ 4,584 Se Glass) 
Increased (reduced) by: 

Revisions of prior period estimates 

(over) under accrual (3,900) — 
Distributions deductible for tax (6,536) (1,327) 
Interest to Non-controlling Interest 

deductible for tax (2,223) — 
Foreign exchange loss for tax 

purposes on intercompany debt 

not recognized for book purposes (1,722) — 
Loss carried forward deductible 

for tax (626) a 
Differential tax rates on 

U.S. subsidiaries (681) — 

Other (641) 445 
Income tax recovery $ (11,745) $ (2,013) 


The components of future income tax assets and liabilities are 
as follows: 


December 31 


December 31 


2003 2002 
Future income tax assets 

Reserves and other liabilities $ 6,098 $ 3,886 
Other 460 805 
$ 66,558 $ 4,691 

Future income tax liabilities 
Property, plant and equipment $ 34,413 $ 46,815 
Deferred costs 180 DESK 
Prepaid expenses 136 166 
Goodwill 1,632 do24) 
Other TTAT. 3,338 
$ 38,108 $ 51,871 
Future income tax liability, net $ 31,550 $ 47,180 


13. RELATED PARTY TRANSACTIONS 


The Fund had the following balances with related parties which 
arose in connection with the acquisition transaction: 


December 31 


2003 2002 
Accounts payable to all 
Series B note holders $ 102 $ 10,280 
Accounts receivable from an entity 
related to TIL $ Syl) $ 6,476 
Accounts payable to a 
Series B note holder $ 108 $ AT 


14. CONTINGENT LIABILITIES, COMMITMENTS 
AND OTHER MATTERS 


(a) Environmental matters 


The Fund has made provisions for several environmental 
issues. Accruals as at December 31, 2003 include $887 
(December 31, 2002 - $824) for potential costs of environ- 
mental related issues. Spending related to environmental 
matters was $854 for the year ended December 31, 2003 
($124 for the period ended December 31, 2002). 


(b) Litigation and claims 


The Fund is party to certain legal actions and claims, none of 
which individually, or in the aggregate, is expected to have a 
material adverse effect on the Fund’s financial position. The 
Fund maintains provisions for such items which it considers 
to be adequate. 


December 31 
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(c) Commitments 


The Fund and its subsidiaries have committed to rod 
purchases totaling $21,754 (US$ 16,832), zinc purchases 
totaling $4,830 (US$3,737) and gas purchases totaling 
$303 (US$234) at December 31, 2003. 


The Fund and its subsidiaries also have various operating 
lease agreements with remaining terms of up to seven years 
with varying renewal options. Lease rental payments due 
under non-cancelable operating leases are as follows: 


2004 Gx Gyalteyl 
2005 2,982 
2006 2,750 
2007 1,396 
2008 883 
Thereafter BOAT 

§ alsyiay, 


15. SEGMENTED INFORMATION 


(a) General information 


The Fund operates primarily within one industry, the steel 

wire and fabricated wire products industry with no separately 
reportable business segments. The products are sold primarily 
to customers in the United States and Canada. 


(b) Geographic information 


Period From 
Year Ended Nov. 12, 2002 to 
Dec. 31, 2003 Dec 31, 2002 

Sales (i) 
Canada $> 64,737 SE IATAS) 
United States PRBS) [OS 26,752 
Other 608 49 
$ 299,100 $ 32,580 


December 31 December 31 


2003 2002 

Property, plant and equipment (ii) 
Canada Sa 5y202 $ 82,038 
United States 56,123 82,640 
$91317325 $ 164,678 

Goodwill (ii) 

Canada S. Ze lalah $ 26,578 
United States 21,986 29,514 
$ 48,397 $ 56,092 


(i) Sales are attributed to geographic areas based on the 
location of customers. 


(ii) Property, plant and equipment and goodwill are attributed 
to geographic areas based on the location of the subsidiary 
company reporting the assets. 
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MANAGEMENT - TREE ISLAND INDUSTRIES LTD. 


Theodore Leja 
President and Chief Executive Officer 


Ted Leja joined Tree Island in 1992 as President and 
Chief Operating Officer. Prior to joining the Company, 

he was President of the Bar, Rod and Wire division of 
Bethlehem Steel Corporation. From 1980 to 1984, Ted 
served as President of Georgetown Texas Steel Company, 
then a part of the Korf Steel complex. From 1977 to 
1980, he was instrumental in the start up of the Raritan 
River Steel Company. Prior to that, he spent 10 years with 
North Star Steel Company (part of Cargill, Inc.) in a 
number of positions, ultimately becoming its President. 


Garry Flesher 
Vice President, Finance 


Garry Flesher joined Tree Island in 1982 and became 
Vice President of Finance in 1991. He has over 27 
years of experience in finance and accounting, and is 
a Certified Management Accountant. 


Gerald Gregoire 
Vice President of Sales and Marketing 


Gerald Gregoire joined Tree Island 1988 and has been 
Vice President of Sales and Marketing since 1992. 
Prior to joining the Company, Gerald served as Vice 
President of Marketing at Irving Industries Ltd. in 
Calgary, Alberta. 
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Stephen Ogden 
Vice President of Operations 


Stephen Ogden came to Tree Island in 1996 from Weiser 
Lock International, a division of Masco Industries, where 
he was Vice President of Engineering. He has over 30 years 
of operations, manufacturing, tooling, and engineering 
experience. Stephen is a member of both the Institute of 
Mechanical and Production Engineers and the Society of 
Manufacturing Engineers. He received his MBA from Simon 
Fraser University in 1991. 


Michael Huhndorf 
Vice President and General Manager, AWT 


Michael Huhndorf became Vice-President and General 
Manager in 1996, after serving as AWT’s Sales Manager, 
and subsequently, Director of Sales and Marketing. Prior 
to joining AWT, he was Assistant Vice-President, Sales 
with Bergandi Manufacturing Co. Inc., a wire company. 


Rebecca Kalis 
Vice President and General Manager, kK-Lath; 
Chief Operating Officer, Halsteel 


Rebecca Kalis is the Vice President and General Manager 
of K-Lath and Chief Operating Officer of Halsteel. Prior 

to joining K-Lath, she was General Manager of Air Nail 

(a collated nail manufacturer in California), and prior 

to that was a consultant in the Human Resources and 
Manufacturing fields. She received her MBA from UCLA 

in 1977 and has an undergraduate degree in Economics 
from Hollins College. 


Peter Cronin 
President and Chief Operating Officer, |WP 


Peter Cronin has been President and Chief Operating 
Officer of IWP since 1998. Prior to joining IWP, he was 
Executive Vice President of Davis Wire and President 

of AWT. Peter has over 32 years of experience in the wire 
and steel industry. 


BOARD OF TRUSTEES - TREE ISLAND WIRE INCOME FUND 


Jacqueline Hurlbutt 
Trustee 


Jacqueline Hurlbutt spent nearly 30 years with Banc 

One Capital Markets, Inc. and its predecessor companies, 
including the First National Bank of Chicago, in progres- 
sively senior roles. From 1986 onwards, she was a Senior 
Vice-President, and most recently served as Banc One 
Capital Markets Head of Loan Syndications. Ms. Hurlbutt 
has acted as a director for several corporations and 
non-profit organizations. 


J. Trevor Johnstone, CPA-Inactive 
Trustee 


A Chartered Accountant, Trevor Johnstone is a founder 
and principal of Tricor Pacific Capital, Inc., a private equity 
investment firm. He participates in all aspects of Tricor's 
investment activity, and is an active director of each 
portfolio company. Mr. Johnstone acts as a director of a 
number of public and private companies. He was Chairman 
of Pacifica Papers Inc. during that company's billion-dollar 
merger with Norske Skog Canada Limited, and now sits 
on the board of the combined entity. Mr. Johnstone is 

a member and the Chairman of the Finance and Audit 
Committee of the Board of the Vancouver Coastal Health 
Authority, which is the largest healthcare authority in 
Canada. 


Kevin Layden 
Trustee 


As President and Chief Operating Officer of Best Buy 
Canada Ltd., Kevin Layden is responsible for both the Future 
Shop and Best Buy brands in the Canadian marketplace. 
Mr. Layden joined Best Buy Canada Ltd. (then Future Shop 
Ltd.) in 1997 and was named President in 1999. Prior 

to joining Best Buy Canada Ltd., Mr. Layden had a highly 
successful 17-year career with Circuit City Stores Inc., 

the second largest consumer electronics retailer in the 
United States. While at Circuit City, he held a number of 
increasingly senior positions. His last position with Circuit 
City was Assistant Vice President and General Manager, 
New York. 


Theodore A. (Ted) Leja 

Trustee 

Ted Leja is President and Chief Executive Officer of Tree 
Island Industries Ltd. He joined the company in 1992, 
bringing significant experience in the steel industry. 

Mr. Leja previously served as President of the Bar, Rod 
and Wire division of Bethlehem Steel Corporation (1984- 
1992), and President of Georgetown Texas Steel Company 
(1980 to 1984), then a part of the Korf Steel complex. 


From 1977 to 1980, he was instrumental in the start up of 
the Raritan River Steel Company. Prior to that, he spent 10 
years with North Star Steel Company (part of Cargill, Inc.) 

in a number of positions, ultimately becoming its President. 


Robert L. Phillips 
Trustee 


Bob Phillips was appointed President and Chief Executive 
Officer of the BCR Group of Companies in February 2001. 
The BCR Group is comprised of a portfolio of companies 
providing rail transportation, deep-sea terminal and related 
services in British Columbia. Through a distinguished 
career, Mr. Phillips has served as Vice-President, Business 
Development and Strategy of MacMillan Bloedel Ltd., 
President and Chief Executive Officer of Dreco Energy 
Services Ltd. and Vice-President of Husky Oil Limited. 

Mr. Phillips is also a lawyer specializing in corporate and 
securities law. He is a former partner of Blake, Cassels, 
and Graydon, and the cofounder of a leading Edmonton 
law firm, Cruickshank Phillips. 


Keith Purchase 
Trustee 


Keith Purchase is a corporate director based in Greater 
Vancouver. Prior to his retirement in 1999, he was 
Executive Vice-President and Chief Operating Officer of 
MacMillan Bloedel. Previously, Mr. Purchase was President 
and CEO of TimberWest Forest Products and Managing 
Director of Tasman Pulp and Paper in New Zealand. He is a 
director of Norske Canada and Heatwave Inc. and Chairman 
of the Board of the Vancouver Coastal Health Authority, the 
largest healthcare authority in Canada. 


Roderick R. Senft 
Chairman and Trustee 


Rod Senft is a founder and principal of Tricor Pacific Capital 
Inc., a private equity investment firm. He participates in all 
aspects of Tricor’s investment activity, and is the Chairman 
of the Board of each Tricor portfolio company. Mr. Senft 
acts as a director of a number of public and private 
companies. Until 1993, Mr. Senft was a partner of Davis 
& Company, one of Vancouver's leading law firms. Prior to 
joining Davis & Company in 1978, he was Secretary and 
General Counsel for Cargill (Canada) Inc. Before joining 
Cargill, he practiced law in Winnipeg, Manitoba with 
Thompson, Dorfman, Sweatman. 


UNITHOLDER INFORMATION 


Mailing Address 


Tree Island Wire Income Fund 
P.O. Box 50 

New Westminster, B.C. 
Canada V3L 4Y1 


Corporate Head Office 


Tree Island Industries Ltd. 
3933 Boundary Road 
Richmond, B.C 

Canada V6V 1T8 


Website 


www.treeisland.com 


Registrar and 
Transfer Agent 


Computershare Trust 
Company of Canada 


Auditors 


Deloitte & Touche LLP 
Vancouver, B.C. 


Market Information 


Units Listed: 
Toronto Stock Exchange 
Trading Symbol: TIL.UN 


Investor Relations 


Garry Flesher 
Vice President, Finance 
604-523-4512 


email: gflesher@treeisland.com 


Annual General Meeting 


The Annual General Meeting of 
Tree Island Wire Income Fund 
will be held at 1:30 p.m. on 
Wednesday, May 12, 2004 

at the Fairmont Waterfront hotel 
900 Canada Place Way 
Vancouver, B.C. 


